" is to highlight several novel and significant developments in financial economics and financial econometrics, specifically dynamic price integration in the global gold market, a conditional single index model with local covariates for detecting and evaluating active management, whether the Basel Accord has improved risk management during the global financial crisis, the role of banking regulation in an economy under credit risk and liquidity shock, separating information maximum likelihood estimation of the integrated volatility and covariance with micromarket noise, stress testing correlation matrices for risk management, whether bank relationship matters for corporate risk taking, with evidence from listed firms in Taiwan, pricing options on stocks denominated in different currencies, with theory and illustrations, EVT and tail-risk modelling, with evidence from market indices and volatility series, the economics of data using simple model free volatility in a high frequency world, arbitrage-free implied volatility surfaces for options on single stock futures, the non-uniform pricing effect of employee stock options using quantile regression, nonlinear dynamics and recurrence plots for detecting financial crisis, how news sentiment impacts asset volatility, with evidence from long memory and regime-switching approaches, quantitative evaluation of contingent capital and its applications, high quantiles estimation with Quasi-PORT and DPOT, with an application to value-at-risk for financial variables, evaluating inflation targeting based on the distribution of inflation and inflation volatility, the size effects of volatility spillovers for firm performance and exchange rates in tourism, forecasting volatility with the realized range in the presence of noise and non-trading, using CARRX models to study factors affecting the volatilities of Asian equity markets, deciphering the Libor and Euribor spreads during the subprime crisis, information transmission between sovereign debt CDS and other financial factors for Latin America, time-varying mixture GARCH models and asymmetric volatility, and diagnostic checking for non-stationary ARMA models with an application to financial data.
Recent Developments in Financial Economics and Econometrics
The breadth of coverage is substantial, and includes original research and comprehensive review papers on theoretical, empirical and numerical topics in Financial Economics and
Econometrics by leading researchers in finance, financial economics, financial econometrics and financial statistics.
The purpose of this special issue on "Recent Developments in Financial Economics and
Econometrics" is to highlight several novel and significant developments in financial economics and financial econometrics, specifically dynamic price integration in the global gold market (Chang, Chang and Huang, 2013) , a conditional single index model with local covariates for detecting and evaluating active management (Caporin and Lisi, 2013) , whether the Basel Accord has improved risk management during the global financial crisis (McAleer, Jiménez-Martín and Pérez-Amaral, 2013) , the role of banking regulation in an economy under credit risk and liquidity shock (Soares da Silva and Divino, 2013) , separating information maximum likelihood estimation of the integrated volatility and covariance with micro-market noise (Kunitomo and Sato, 2013) , stress testing correlation matrices for risk management (So, Wong and Asai, 2013) , whether bank relationship matters for corporate risk taking, with evidence from listed firms in Taiwan (Chan, Lin, Chang and Liao, 2013) , pricing options on stocks denominated in different currencies, with theory and illustrations (Ng, Li and Chan, 2013) , EVT and tail-risk modelling, with evidence from market indices and volatility series (Allen, Singh and Powell, 2013) , the economics of data using simple model free volatility in a high frequency world (Garvey and Gallagher, 2013) , arbitrage-free implied volatility surfaces for options on single stock futures (Kotze, Labuschagne, Nair and Padayachi, 2013) , the non-uniform pricing effect of employee stock options using quantile regression (Kuo and Yu, 2013) , nonlinear dynamics and recurrence plots for detecting financial crisis (Addo, Billio and Guegan, 2013) , how news sentiment impacts asset volatility, with evidence from long memory and regime-switching approaches (Ho, Shi and Zhang, 2013) , quantitative evaluation of contingent capital and its applications (Gupta, Akuzawa and Nishiyama, 2013) , high quantiles estimation with Quasi-PORT and DPOT,
with an application to value-at-risk for financial variables (Araujo Santos, Fraga Alves and Hammoudeh, 2013) , evaluating inflation targeting based on the distribution of inflation and inflation volatility (Ginindza and Maasoumi, 2013) , whether there are size effects of volatility spillovers for firm performance and exchange rates in tourism (Chang, Hsu and McAleer, 2013) , forecasting volatility with the realized range in the presence of noise and non-trading (Bannouh, Martens and van Dijk, 2013) , using CARRX models to study factors affecting the volatilities of Asian equity markets (Sin, 2013) , deciphering the Libor and Euribor spreads during the subprime crisis (Pelizzon and Sartore, 2013) , information transmission between sovereign debt CDS and other financial factors for Latin America (Wang, Yang and Yang, 2013) , time-varying mixture GARCH models and asymmetric volatility (Haas, Krause, Paolella and Steude, 2013) , and diagnostic checking for non-stationary ARMA models with an application to financial data (Ling, Zhu and Yee, 2013) .
The remainder of the paper is organized as follows. An overview of the papers is given in Section 2, while Section 3 provides some concluding comments.
Overview.
In the first paper, "Dynamic price integration in the global gold market", Chia-Lin Sato (Institute of Statistical Mathematics, Tokyo, Japan) examine "Separating information maximum likelihood estimation of the integrated volatility and covariance with micro-market noise" in the fifth paper. For estimating the integrated volatility and covariance by using high frequency financial data, the authors propose the Separating Information Maximum Likelihood (SIML) method in the presence of micro-market noise. The resulting estimator, which is represented as a specific quadratic form of returns, is simple to implement. The paper shows that the SIML estimator has reasonable asymptotic properties, namely it is consistent and is asymptotically normal when the sample size is large, and the integrated volatility is deterministic under general conditions including some non-Gaussian processes and some volatility models. Based on simulations, the authors find that the SIML estimator has reasonable finite sample properties, which would make it useful for practice. The SIML estimator has the asymptotic robustness properties in the sense it is consistent when the noise terms are weakly dependent, and are endogenously correlated with the efficient market price process. The paper illustrates the use of SIML by analyzing Nikkei-225 Futures, which has been the major stock index in the Japanese financial sector.
In the sixth paper, namely "Stress testing correlation matrices for risk management", Mike correlations can rise quickly, thereby causing a huge increase in portfolio risk. As such, in stress testing portfolios, it is important to consider the impact of a sudden surge in selected correlations. Standard correlation stress testing mechanisms lead to changes in selected correlations to designated values. However, the correlation matrix may become nonpositive definite after some of its entries have been altered. The paper proposes a blocking method to convert an existing correlation matrix to incorporate the change, while keeping the matrix positive definite. Compared with existing methods which usually only achieve semipositive definiteness, obvious out-performance is attained in the revised elements, while the approximation errors of the non-revised elements are maintained within acceptable levels.
The simulations show that the proposed method is efficient and performs well for dimensions of 100, 500 and 1000 assets. It is also shown that the method is more reliable in stress testing higher-dimensional correlation matrices. The performance of the blocking method using a high-dimensional real data correlation matrix is also provided. considering the main-bank effect. Finally, the paper observes that firms with smaller size and higher growth opportunity tend to enhance the degree of corporate risk taking as they develop multiple-bank relationship.
In the eighth paper, Andrew C. Chii-Shyan Kuo (Department of Accountancy, National Cheng Kung University, Taiwan) and Shih-Ti Yu (Department of Quantitative Finance, National Tsing Hua University, Taiwan) analyse "The non-uniform pricing effect of employee stock options using quantile regression" in the twelfth paper. Issuing employee stock options (ESOs) transfers equity claims from current stockholders to employees, and thereby dilutes existing shareholders'
interests. As employees are motivated to exert additional efforts towards better performance, the value of transferred ownership claims proxied by ESO expense represents a cost of generating firm value. There are several econometric issues to be considered, notably that the disclosed ESO expense is an endogenous variable. Without controlling for the simultaneity problem, inferences based on results from OLS analyses may be misleading. Moreover, granting options to employees comprises operating and financing activities. These corporate finance decisions are not usually made at random, but are deliberate decisions made by managers to self-select their preferred choices. Econometric analysis which does not account for self-selection bias will lead to biased estimates and distorted statistical inferences. More importantly, a considerable amount of ESO expense data is censored at zero. Such a censoring problem can make the population distribution severely skewed, resulting in estimation bias. Therefore, it is essential to take into account the censored data issue. No prior studies have considered these three issues simultaneously. Failure to control for both selfselection bias and endogeneity could explain the inconsistent results documented in prior studies. The authors use quantile regression (QR) to examine possible nonlinear relationships, especially whether conditionally higher-stock price (or better performing) firms show a stronger negative pricing effect of ESO (that is, the relation between ESO expense and share price) than conditionally lower-share price firms. It is suggested that the results show the linear regression model greatly underestimates this negative pricing effect at higher quantiles, so that the non-linear relationship is obscure when using the standard linear model. The paper also considers alternative interpretations as to why heterogeneity in the pricing effect of ESO expense, and assesses whether the results concur with these explanations.
The thirteenth paper, "Nonlinear dynamics and recurrence plots for detecting financial For most of the DJN 65 stocks, the results confirm the significant impact of firm-specific news sentiment on intraday volatility persistence, even after controlling for the potential effects of macroeconomic news. Compared with macroeconomic news sentiment, firmspecific news sentiment apparently accounts for a greater proportion of overall volatility persistence. Moreover, negative news has a greater impact on volatility than positive news.
Furthermore, the results from the RS-GARCH model indicate that news sentiment accounts for a greater proportion of volatility persistence in the high-volatility regime (turbulent state) than in the low-volatility regime (calm state). In-sample forecasting performance and residual diagnostic tests suggest that FIGARCH generally outperforms RS-GARCH.
The fifteenth paper, "Quantitative evaluation of contingent capital and its applications", is by Anshul Gupta (Nomura Securities, Japan), Toshinao Akuzawa (Nomura Securities, Japan), and Yoshihiko Nishiyama (Institute of Economic Research, Kyoto University, Japan).
A new type of regulatory capital for banks, known as contingent capital, has emerged in tandem with discussions on the Basel III regulatory framework, but there is a lack of consensus on a standard valuation approach among those proposed so far. The authors argue that the practical solution is to be able to price these instruments seamlessly and consistently with other existing derivatives. They propose a novel and practical "convertible bond approach", which is theoretically consistent with existing frameworks such as Black-Scholes, and is conceptually and technically similar to the pricing models already in use for convertible bonds and hybrid securities. Such a model is reasonable as all of these asset classes are hybrid equity-credit instruments and share many characteristics. Moreover, contingent capital, through its unique mechanisms, such as principal loss absorption, presents interesting risk scenarios which may not be readily apparent or may appear counterintuitive.
Contingent capital may, at first sight, appear to carry obscure risks, but the authors show that,
by taking a careful quantitative approach, it is possible to understand the characteristics of such instruments in a concise manner. Furthermore, for discussing pricing in terms of characteristics of the issuer, one needs a concise framework to describe those characteristics in terms of Common Equity Tier 1 (CET1) ratio risk. The framework describes CET1 ratio risk via three intuitive issuer parameters, namely target, volatility, and resilience. In spite of the exotic risks, an investment decision in contingent capital can be justified if a sufficient return is expected in compensation. The paper presents a valuation method based on hurdle Sharpe ratios that has direct implications for investment decision making in the context of an expansion of the investor's efficient frontier. It is also demonstrated that the framework is useful as a daily pricing tool for market participants using empirical market data. 
Non-banking financial services, (6) Financial markets, and (7) Financial access. Pillar (4) is constructed from bond markets, stock markets, foreign exchange markets, and derivative markets. Pillar (5) includes a country's IPO activity, namely the IPO market share, IPO proceeds, and IPO's share of world IPOs. The stock market index provides a short-term account of financial activities, whereas the FDI provides a long-term broader account of the financial structure and health of an economy. As the performance and success of a given monetary policy would less likely be judged on short-term dynamics, it seems sensible to use the annual FDI as one of several economic and country attributes in a policy evaluation of Inflation Targeting. The paper offers a potential outcomes analysis of the impact of inflation targeting on inflation and inflation volatility, and focuses on advanced economies that adopt "inflation targeting" as a formal monetary policy. In order to deal with the counterfactual question, namely what would be the inflation rate for an adopting country had it not adopted this policy, the paper offers a new matching technique that subsumes the traditional Propensity Scores meth-ods as a special case. The paper has different proposals for assessing "matching" based on the whole distribution of any "scores". Additionally, the paper goes beyond the Average Treatment Effect (ATE) and examines the entire distribution of inflation and its volatility. It is found that the adoption of Inflation Targeting has helped lower inflation (not just the mean)
for the targeting countries. However, it is shown that exact numerical quantification of this policy effect is as highly subjective as choosing ideal social welfare functions. The paper also finds no evidence of a larger gain for "late adopters" of inflation targeting. As for inflation volatility, there is some robust evidence of small and often statistically insignificant reduction in volatility due to targeting. The empirical findings indicate that there are size effects on volatility spillovers from the exchange rate to firm performance. Specifically, the risk for firm size has different effects from the three leading tourism sources to Taiwan, namely USA, Japan, and China.
Furthermore, all the return series reveal quite high volatility spillovers (at over sixty percent) with a one-period lag. The empirical results show a negative correlation between exchange rate returns and stock returns. However, the asymmetric effect of the shock is ambiguous, owing to conflicts in the significance and signs of the asymmetry effect in the two estimated multivariate GARCH models. The empirical findings provide financial managers with a better understanding of how firm size is related to financial performance, risk and portfolio management strategies that can be used in practice.
In the nineteenth paper, Karim Bannouh (Econometric Institute, Erasmus University 
Final Remarks.
We hope that the interesting and innovative papers in this special issue by some of the leading experts in financial economics and financial econometrics will be of wide interest to both theoreticians and practitioners, and will encourage further research in the advanced and challenging areas that are expanding rapidly in financial economics and financial econometrics.
It is our pleasure to acknowledge all the contributors to the special issue for preparing their interesting, exciting and innovative papers in a timely manner. It is also a pleasure to acknowledge the referees for their timely and helpful comments and suggestions on the papers comprising the special issue.
